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While MAO Tse-tung was negotisting with the USSR in Moscow the twe factions |
of the Chinese Communist Party (CCP) which have existed during the vast '
several years began to stand out sharoly. The one faction, now anoken of

as the Internationalists, believes that China rust maintaln a close alliance
with the USSR; the other, termed the Nationalists, believes thot China must
keen clenr of all foreisn alliances. The Internationalists, who have heen
losing ground in the vast months, now anpear to be in a nogltion zo thnt %o
bring the Nationalists into line with their policies they must cormit the
country irrevocably by an attack within the next few weeks on Indochina.

The differences between the two factlons is sharvened by the severity of the
internnl econormic crisis and the widespread internal unrest consequent o it.
The most fundamental cause of the crisis is the dislocation of the national
economy resulting frém the severance of normal economic relationshins between
China and the Western nationa, relationshins with which Chinese economy as a
vhole is closely integrated.

These relationghivs were broken off by the bloclkade of Shanghai by the Nation-
alist Government and by the foreign trade policies of the Chinese Communist
Government. The burden of the sunport of the coastal clties, Shanghai eg~
recially, then was vlaced by the Communists on the rural economy, which was
already strained by its having had to supwort the armies hoth with manpower
and grain. By now, therefore, rural areas throughout China are in oven re-
bellion against the Cormrmnists over the question of taxes.

Conditions of dissatisfaction also exiat in the cities where {axation is
congidered extortionate in its confiscation of comrercial and industrial
capital, resulting in the dislocation of production and distribution through-
out the country.

The crisis has also been built up by the incompetence of ruch of the verson-
nel of the Thinese Comrmnist Govermment, central, mrovincial =nd municival.
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nolicy decisions, with present conditions confining them to the following
two main courses of action:

a. They can continue their present foreigzn ond domestic volicieg, which
includes the maintenance of the armies at their preasent strength for
the occupation of Hainan and Talwvern and to move into Southeast Asia,
as well as to maintain internal order. This course is clearly beyond
the capabilitics of the national economy to supvort.

be They can abandon their policies reguiring heavy government expenditures,
seek some sort of political and economic rapprochement with the Western
atlons, and concentrate all their efforte toward stabilising the internal
conditions of the country.

Pe The Internationalist groun of the CCP favers the fyrab courae; the Netionalist
group believes the second course is necessary if not desirable. The Interw
natlonalists have enough control of the CCP machinery to make their vievs
prevall and secure at least formal adoption of their volicies. This contrpl

" is being constantly reinforced by the arrival of more and more Soviet advigers.

8.  The strength of the Nationalists 4s found mostly in the militsry leaders, whose
control over significant segments of the armies makee 1%t possible for them o
act independently. They can at least forestall a CCP purge by the Internation-
alista. )

9. In the near future the Internationalists will provably malke a move, so thot the
Chindse Communist Government ig commitied to a course of action in vhich no
veace with the militant nonsCommuniats will be mossibie and in which the Western
nations will be irrevocadly alienated. It 42 believed that the decision to
vroeced in this wanner has already been adevted and action is slready being taken.
The firet menifestation will be a massive attack on Taivan® to get the narticie
ratien of the Soviets, abt least of an air arm. At the ssme %ime, or nearly at
the game time, Ceommunist armies will enter Indochina.

25x1A . [ oo o . paserts thet TUNG Piewn ie a leader O%QA
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Natlonalist facéion of the CCP, and is a snokesmsn For 4t. This re

also indicates that LIN Plas, LIU Poecheng, PIENG Te-hmai and CHIEN Yi
are military leaders of TUNG!s vmersuasion.
indevendent of that of had heard ano ¥om
the Nationalists in the CCP. TUNGY g words h
reached the ears of o ropresentative of an international news service
and that the success of TUNG's wolitiecal maneuver is thereby Jeonardigzed.
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N th~t the Communisis
have verfectad a plan for large scale desertions of the Nationnlist forces
on Talvan at the time of the landing of Tormunisth troops.
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